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Some Problems of Allotment Accounting
By Lewis Wintermute
The business of subdividing land into building lots and selling
them to individual purchasers, as it is conducted today, gives rise
to certain problems that are more or less peculiar to itself. It is
intended that the present discussion shall be limited to the ac
counting procedure required for the exercise of proper control over
certain conditions that are not common to most business under
takings.
This limiting of scope was a result of a review of the business,
which disclosed some of the numerous ways in which subdivisions
are planned, financed and sold; the many ways of organizing and
compensating sales forces, and the various arrangements for
financing the enterprise and for encouraging purchasers. Each
of these variations presents a new set of problems and requires
some modification of accounting procedure and forms.
A typical situation is that of an organization which buys
acreage property for part cash and part mortgages; has it sur
veyed and causes a plat to be made laying the property out into
streets and lots; initiates the installation of improvements either
at its own expense or by means of an issue of municipal bonds, and
then places the lots on sale. The selling prices vary with location
within the tract and include all the costs of streets, sidewalks,
sewers and other city conveniences. In most cases the sales are
made on a land-contract basis although some lots are sold for part
cash and part mortgage and others for all cash. Titles to the lots
are granted free of all prior encumbrances and the sales organiza
tion is compensated by a commission on the selling price to be
paid out of collections. The problems to be considered will be
discussed under five major headings:

1. Setting up unit lot costs.
2. Accounting for instalment accounts.
3. Accounting for salesmen’s commissions.
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4. Accounting for unrealized profits.
5. Recording sales and canceled sales.
SETTING UP UNIT LOT COSTS

Cost of land. The land-purchases account in the general ledger
will be charged with the cost of acquiring the land. Well estab
lished practice includes in this figure all values paid to the vendors
and all mortgages assumed or given back, together with all costs
incident to the purchase. These latter items include commis
sions, attorney’s fees, traveling expenses, title papers, escrow fees,
etc. In many cases there will be existing improvements on the
land which must be taken into account. If such improvements
are of only incidental value they can be ignored. If the improve
ment is to be removed, the land-purchase account should be
charged with the cost of removal and credited with any value
recovered from the sale or use of any materials removed. If the
improvements are to remain, they should be appraised by com
petent persons and set up in separate ledger accounts at appraised
values, giving the land-purchase account corresponding credits.
This procedure leaves the land-purchase account stated at actual
net cost of acquiring the land. If the improvement consists, as it
often does, of a building that is subject to ultimate sale, it will be
necessary to transfer to its account the cost, when determined, of
the lot which it occupies.
Carrying charges. There is usually a considerable lapse of time
between the date of acquiring land and the time when it is sold as
individual lots. During a part of this time it is undergoing the
transformation from acreage property into building lots and
during the balance of the time it is held awaiting purchasers.
The owner is meanwhile forced to face heavy outlays for property
taxes, interest on borrowed money and similar items without
realizing any income from the property. It follows naturally that
such land is unproductive property, and the outlays specified
would be classified as carrying charges. It is recognized that
carrying charges are capital expenditures and as such constitute
part of the cost of lots. It is good practice to charge such expendi
tures to carrying-charges account in the general ledger, from
which they will be transferred to the lot ledger account at the
time individual lot costs are determined.
The question arises as to when carrying charges cease to ac
crue. As a matter of fact they continue to accrue from the date
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the property is acquired until it is actually disposed of, but there
is here involved not only the theory of accounting but the much
more important necessity for being practical. Many instances
are known where the allotment books were set up on the basis of
capitalizing carrying charges up to the date of selling the individ
ual lot, which was delayed much longer than originally expected in
the programme of operation. As a result the carrying charges
added to the original cost have brought the lot cost up to a pro
hibitive figure. Real-estate operators are inclined to contend that
their business is different from other businesses and that their
carrying charges should be treated differently from those of an
ordinary mercantile enterprise. A considerable portion of the
difficulties which periodically assail the real-estate business may
be traced to a species of optimism of which this practice of limit
lessly capitalizing carrying charges is a part.
It is recommended that the capitalizing of carrying charges
constitute part of a definite programme for developing and selling
lots and that it be put on the more conservative basis by capital
izing all such expenditures prior to the day when active selling
operations are started and by treating them as operating expenses
from that date on. Of course modifications of this rule would be
necessary in the case of an organization which had purchased a
large acreage and was faced by the necessity of withholding some
considerable portion of it from allotment until a later date.
In such circumstances the carrying charges should be apportioned
between the acreage developed into lots and that still held as
acreage property. Capitalization of the carrying charges on the
lots would stop at the time when they were definitely placed on
sale but would continue on the acreage property until its date for
development arrived. This position is taken, as has already been
indicated, more from the viewpoint of practical expediency than
that of theoretical accuracy. It simplifies some of the accounting
procedure and states the property values on a sound basis.
Improvements. In the process of allotting land it is necessary to
provide improvements such as graded and paved streets, side
walks, sewers, water mains, etc. In many cases before this work
has been completed the lots are put on sale subject to completion
of these improvements at the expense of the vendor. In such
circumstances it becomes necessary to determine the cost of lots
without awaiting completion of the improvements. This is
accomplished by making a careful estimate of the cost of such
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improvements, which is set up in the accounts as a charge to
improvements and a corresponding credit to reserve for improve
ments. Thereafter as the expenditures for improvements are
made they are charged to the reserve for improvements.
In some cases improvements are made by the municipality and
financed by a municipal bond issue, and the cost is assessed
against the property, on the tax duplicate, in instalments over a
period of years. In such cases the lots are sold subject to such
assessments and it is not necessary to make provision in the allot
ment bookkeeping for any unmatured instalments. Such assess
ments ordinarily include both the cost of the improvements and
the interest charges on the bond issue, but the entire amount of
each assessment should be treated as additional cost of the lots
and should be capitalized as improvements.
Lot costs. The costs of the individual lots are determined by
combining the three accounts, land purchases, carrying charges
and improvements, and apportioning an equitable part of the
total to each lot. Assuming a case where the combined cost is
$1,000,000 to be apportioned among 1,000 lots and where all lots
are of equal size and value, each lot would cost $1,000. This is on
the basis of the theory that the salable land must absorb the
entire cost of the tract. A certain part of the land originally
purchased is required for streets and it is common practice to set
aside tracts for parks or to donate land for other civic purposes.
It is evident that such land can not be sold as lots and that its
cost must be absorbed in the lot costs on some equitable basis,
because such use of land is calculated to benefit all the lots
and to increase their value. In actual practice the lots are
seldom of uniform size, and in such a case the apportionment
would of necessity be based on the area or front footage of each
lot.
The real problem in apportioning cost arises through variations
in the actual value of the lots in addition to that difference
caused by size. This situation has been met in some cases by
taking the values from the tax duplicate and either increasing or
reducing them at a uniform percentage rate to the point where in
the aggregate they exactly agree with the actual cost. For
example, take the case cited above; the total cost is $1,000,000;
if the sum of assessed values on the entire 1,000 lots amounted to
$1,250,000, the cost of each lot would be considered to be 80 per
cent. of the assessed value.
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A method which might in some cases produce more equitable
results is to have the management set a selling price on each lot
and then reduce these figures to cost by the same formula as
shown in the preceding paragraph. In the same example, with a
cost of $1,000,000 for 1,000 lots, let us assume an aggregate listed
selling price of $2,500,000. It would follow that the cost is 40
per cent. of the listed selling price and by costing each lot accord
ingly the entire cost would be fairly spread over all the lots.
This method is considered preferable for the reason that the rela
tive prices of the lots are usually set by experienced allotment
operators who can be relied on properly to value the various
conditions which make certain lots more or less desirable. It
seems that any of these methods would meet the requirements of
the federal income-tax law as interpreted in Regulations 69,
article 43. Cost should be apportioned to lots as early in the
development as practical, but certainly not later than the begin
ning of sales operations.
Lot ledger. When individual lot costs have been determined it
is important that they be made a matter of permanent record.
It is also necessary that an authoritative list of unsold lots be
accessible at all times and that the means be easily available for
verifying the lot-inventory account as reflected in the balancesheet. This need is met by installing a lot ledger in which each
lot is represented by a separate account. The lot ledger is repre
sented in the general ledger by the controlling account lot ledger,
which will be set up at the time when lot costs are determined.
This will be accomplished by a journal entry that credits land
purchases, carrying charges and improvements, thus closing those
accounts.
As shown in form 1 (page 166), the lot ledger carries a complete
description and history of the lot up to the time it passes out
of the control of the allotment organization. The record of cost
originally arrived at will be added to periodically, in those
cases where improvements have been financed by municipal
bond issues, by the amounts of improvement assessments as
they mature and are paid as part of the tax bills. Such charges
are usually shown on the tax bills for each lot separately. It
will be found quite advantageous to operate a transfer lot ledger
in two sections, one for lots sold on land contract for which deeds
have not been executed and one for lots sold and deeded to the
purchasers.
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Date
Debit

Purchaser--------------------------------------------------------------------------------------------------

Improvements

D ate

Credit

Date Deeded ______________________________________________________________

Street- ---- - ------ —__________________________________________________________ Size______________________________________________________________________

subdivision _______________ _ _________________________________________________________________________ Lot N o _________________________________________
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In the cases of extremely large allotments it is common practice
to use a form of lot ledger where each lot is assigned a line and
the record is extended in columnar arrangement across the page.
This method has the advantage of condensing the lot ledger into a
relatively thin record, but it is almost invariably supplemented by
a card or book record in which each lot is represented by a sepa
rate sheet. The purpose of this latter record is to have available
a complete separate history of each lot.
With the combined information shown in the lot ledger, there
should be no serious objection to the method illustrated by form 1.
Adjustment of costs. When all improvement expenditures have
been made it will be discovered that the reserve for improvements
has been either over- or under-expended and there is consequently
either a debit or a credit balance in that account to be disposed of.
At this point it becomes a matter of judgment to determine
whether such balance is of importance or merely nominal. If the
difference is a nominal one it can be transferred to the profit-andloss account and afterward disregarded. This method of dis
posing of such a balance is an expedient and should never be used
if the aggregate value involved is of considerable amount. The
correct practice is to apportion such balance to the individual lots
on the same basis as that used in setting up the lot ledger. The
portion that applies to the lot inventory would be transferred by
journal entry to the lot ledger account and that which applies to
sold lots to the profit-and-loss account. If the difference is con
siderable it might be necessary to make amended income-tax
returns for the years involved so as to show correctly the cost
of sales.
ACCOUNTING FOR INSTALMENT ACCOUNTS

Terms of sale. Sales are ordinarily made in one of the following
ways: (1) the entire selling price is paid at the time of sale—a case
in which title is immediately passed; (2) part payment is made,
title granted and a mortgage taken back for the balance, or (3)
part payment is made and a land contract executed.
The first type of sale presents no accounting problems. Under
the second method good results have been obtained in certain
cases by carrying the mortgages in a controlling account and han
dling the detail in the same manner as that outlined for dealing
with land contracts. The third method of sale is accomplished
under an instrument that usually provides for stated payments at
167

Date

Summary of Sales.

Purchaser

Lot
No.
Land
Contracts
Cash
Sales

Cost
of Sales

Debit
Commis
sion

Lot
Sales

Subdivision, Month of-

Lot
Ledger

Credit
Deferred
Commis
sion

Salesman

Form 2
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frequent intervals against which are charged interest on the un
paid balance and any additional outlay, such as taxes and assess
ments, that the allotment concern may be called on to make.
Title to the lot passes when the account has been paid in full or
when it has been reduced sufficiently so that a mortgage can be
taken back for the balance of the purchase price.
Summary of sales. By the use of the record illustrated by
form 2 (page 168), each sale is immediately recorded and the de
tailed postings are made to the subsidiary ledgers, while the general
ledger postings are made in totals at the end of the month. The
form provides a record of the purchaser’s name and address, sell
ing price, cost of the lot and commission allowed to salesmen and
management. It shows no record of the down payment since
that is recorded in the cash-receipts book (form 5, page 172.)
Form 3

Previous Balance
Charge for Interest
“
“ Taxes

(Date)_______________ , (Serial No.)________ ,
The Blank Land Company
Instalment Receipt
Lot No.
Account of_______________________________
Interest charges are made
semi-annually on the last
day of June and Decem
ber and are not included
on this balance at inter
mediate dates

Payment
Balance

The Blank Land Company
by-------------------Cashier.

Form of receipt. Some allotment concerns issue a passbook to
each land-contract holder in which debit entries for the purchase
price and each charge for interest or taxes are made, and a credit
entry for each instalment paid and a record of the unpaid balance
on each date are indicated.
A method that is preferred in ordinary circumstances is the use
of a receipt blank similar to that shown in form 3 above. These
■ serially numbered receipts can be made in a form similar to bank
cheques. Each receipt of money from any source calls for the
filling out of a blank in duplicate by the use of carbon paper. If
the payment is made personally the original can be given as a
receipt, and if the payment is by mail the receipt can be mailed
likewise. In this way both parties to the transaction possess
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Date

Purchaser.

170

V
Debit

Land Contract

Credit

Balance

$

(Salesman)

$

(Salesman)
$

Deferred Commissions
(Salesman)

Form 4
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evidence of the payment and the cashier has a valuable record
from which to verify the standing of the accounts.
When money is received for credit to an instalment account, the
cashier first refers to the instalment ledger and from that source
fills in the receipt as to the balance at the time of the last payment
together with the subsequent charges, enters the money received
and brings down a new balance. If conditions permit, it would be
wise immediately to post the payment to the land-contract ledger
and lay the ledger sheet out for entry in the cash-receipts book.
After this posting and entry have been completed, the ledger sheet
should be immediately returned to the binder or file. In making
such posting to the land-contract ledger, the calculations and
entries should also be made for matured commissions that apper
tain to the collection. Thus all steps incident to the transaction
have been taken and all records have been returned to their
proper places.
Form of instalment ledger. The first entry on form 4 (page 170),
is posted from the summary of sales (form 2) and is supplemented
by further data gleaned from the land contract itself. The infor
mation regarding credits to the sales force for commissions should
be posted from the summary of sales at the same time. The pro
cedure for recording collections has been covered in the discussion
of the form of receipt (form 3), and the method of making and
entering charges for interest and taxes will be treated in a later
paragraph.
These records are subsidiary ledgers, one for mortgages re
ceivable and the other for land contracts, and they should be
verified by monthly trial balances.
The form provides not alone for record and control of the
account with the lot purchaser, but also for record and control of
the deferred commissions that appertain to the transaction.
Form of cash-receipts book. Form 5 (page 172), is designed to
record all money received and to analyze the accounting effect of
each such transaction. It provides a column for recording the
amount of deferred commission that has matured as an incident to
the collection. To eliminate the double entry of matured commis
sions, only one money column is used, with two folio columns, so
that the debit posting to deferred commission will be evidenced in
one folio column and the credit to the salesman’s current account
in the other. This provides a satisfactory check on postings to
the subsidiary ledgers.
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Date

From
Cash

Debit

Cash Receipts, Month of—

_ Land
Contracts
Cash
Sales

Credit

Dr. Cr.

Salesmen

Matured Commission

Form 5
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Handling charges for interest and taxes. Two methods of
computing interest on land contracts are in common use. One is
to compute interest to the date of each collection and charge it to
the contract at that time. If this method is used it will require
that the suggested form of cash-receipts book be modified by
adding a column for interest. If this is done the collection will be
recorded in full in the land-contract column and the interest will
also be entered in the additional column which will not be used in
balancing the cashbook. The total of the interest column will be
posted twice, once as a debit to the instalment ledger and once as a
credit to interest income. This method has the disadvantage
of producing less actual interest income and of recording such
income only when collections are actually received.
The second method consists of making periodic (quarterly or
semi-annual) charges for interest, and it is preferred because it not
only produces a larger income but also accrues such income in a
systematic manner.
The lots represented in the land-contract ledger are taxed in the
name of the allotment organization which must see that the taxes
are paid before they become delinquent and a penalty is incurred.
This situation is met by having the organization pay the taxes and
charge them to the land contract.
Under this plan the lot purchaser will receive a periodic invoice
for the amount of the interest, taxes and any other extras that he
is required to pay. It is satisfactory to record these invoices in a
general journal although some accountants might prefer the use of
a special journal for this one purpose.
Deposits on account of proposed sales. It frequently happens that
relatively small sums of money are received from prospective
purchasers in advance of the execution of the formal documents.
Such deposits are in the nature of earnest money to bind the
bargain and it is often the case that the accountant can not learn
the terms of sale until a later date. To meet this situation it is
well to have a separate account in the general ledger for deposits
to which such amounts may be credited pending completion of the
transaction. At that time they will be transferred by journal
entry to the permanent accounts.
ACCOUNTING FOR SALESMEN’S COMMISSIONS

Large allotment companies organize their sales forces in squads
and companies. There is first the salesman who makes the con
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tact and is allowed a commission on his sales. Next is a more
expert member of the staff who assists a certain group of salesmen
to close sales. For this he is allowed a commission on the
sales of all the men under his direction in addition to commis
sions on his own sales. Above this man is a sales manager
who is allowed a commission on all sales made by all salesmen.
This results in a liability for the payment of commissions to
several persons from the proceeds of a single sale. Cases can
be cited where as many as seven commissions were paid on a
single sale.
It is customary to limit actual payment of commissions to a
specified percentage of collections actually realized and as a result
we are faced with the necessity of dealing with two kinds of
commissions, deferred and matured. It is essential that the
management know the amount of matured commissions before
advancing money to the salesmen, and the amount of deferred
commissions before preparing financial statements.
This result is accomplished by establishing two controlling
accounts: one for deferred commissions and one for salesmen’s
current accounts. The subsidiary accounts can be combined in a
single ledger having double accounts on the same page.
Thus, as shown by form 6 (page 175), the left-hand set of
accounts will record the status of the deferred commissions and
the right-hand one will show the credit for matured commis
sions offset by the cash advances made to the salesman
concerned.
The credit for deferred commissions will be posted from the
summary of sales (form 2) and the transfer from deferred to
matured commissions will be posted from the cash-receipts book
(form 5) as has already been explained. The record of cash
advances will be posted from the cash-disbursement record which
should be provided with a column for salesmen’s accounts, the
total of which will provide the monthly debit to the controlling
account.
Attention has already been called to the control exercised over
both deferred and matured commissions through the instalment
ledger (form 4), where the deferred commission credits are re
corded at the time of sale and transfers to matured commission
are authorized at the time collections are recorded.
Both of the controlling accounts for salesmen should be verified
by trial balance each month.
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Date

Debit

Date

Deferred Commission
Credit

Date
Debit

Date

Current Account

Credit

Form 6
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ACCOUNTING FOR UNREALIZED PROFITS

There are two outstanding reasons for segregating unrealized
from realized profits. The tax reason has probably received the
most publicity. It would be a distinct hardship for companies
that sell on the instalment basis to pay a tax on book profits that
will not be realized in a tangible form for a long time, if ever, and
might make it impossible in many cases for allotment companies
to stay in business. Our income-tax laws have given partial
recognition to this situation by providing that sales which are
made under certain terms may be reported on an instalment basis
with the result that the tax is assessed only on the part of theprofit that is reflected in collections. As a result of this situation
it is necessary to show the profit on which no tax has been paid
under a separate caption as unrealized profits in the balancesheet forming part of the income-tax return.
Stockholders are apt to regard surplus in the balance-sheet as a.
measure of potential dividends. To use the profits that are
impounded in instalment sales would in most cases plunge the
company into financial difficulties. Therefore, to get a true
statement of the condition of surplus it is essential that unrealized
profit be stated separately.
It is unfortunate that the tax laws recognize only a restricted
part of the unrealized profit under this classification, but since it is
not practicable to set up the accounts in accord with both
the facts and the tax-law requirements at the same time, it
is customary to use the income-tax definition as the basis of the
accounts.
In most organizations no benefit will be gained from a deter
mination of unrealized profit except at the end of a year, when it
must be ascertained for income-tax purposes and for the prep
aration of annual reports to stockholders and directors. If
required for the proper preparation of financial statements at
more frequent intervals, the results can be obtained by the same
procedure as that used in preparing the annual statements. It is
practicable to exercise a perpetual control by making a calculation
and a general-ledger entry for each sale and for each instalment
collected, but only at the expense of considerable extra book
keeping detail. Such methods are not recommended except
possibly for organizations which prepare complete, accuratestatements every month.
176

Some Problems of Allotment Accounting

It is necessary to prepare a monthly list of balances for the
purpose of determining that the subsidiary ledgers are in control,
and each account in the instalment ledgers should show what
percentage of the selling price is profit. Whenever it is necessary
to know the amount of unrealized profit, therefore, the list of
instalment-account balances may be extended by showing the
percentage of unrealized profit which can be entered opposite the
item and afterward extended in money values.
This amount can be reflected in the general ledger and in state
ments by means of a journal entry transferring the amount from
profit and loss to an account with unrealized profit. This will
call for a periodic entry to adjust the balance in this latter
account.
RECORDING SALES AND CANCELED SALES

It sometimes happens that the purchaser is either unable or
unwilling to complete an instalment-sale contract, with the result
that the sale is canceled and the lot is replaced in the lot inventory.
In ordinary circumstances the lot is replaced in inventory at the
same value as that used for the cost of sales at the time of origi
nally recording the sale, although if improvement charges are
being paid as part of the taxes it would be proper to add such
instalments as had matured during the life of the instalment
contract. This procedure would have the result of stating the lot
cost just as if no sale had taken place.
The handling and effect of these transactions may be grasped
more easily if we assume a specific case and illustrate with entries
in a summarized form.
Lot sold on land contract for...............................
Cost of lot.............................................................
Commission credited.............................................
Down payment......................................................
Commission matured and paid............................
Dec. 31,1927 Interest charged.....................................................
Jan. 31,1928 Taxes paid (including $200 assessment)...............
Mar. 1, 1928 Sale and deferred commission canceled, and
refund made to purchaser...
200.00
Nov. 1,1927

Nov. 1, 1927 (Summary of sales):
Land contract..........................................................
Cost of sales............................................................
Commission.............................................................
To Lot sales.........................................................
Lot inventory...............................................
Deferred commission...................................
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Dr.

$4,000.00
1,000.00
600.00

$4,000.00
1,000.00
600.00
1,000.00
500.00
150.00
250.00

Cr.

$4,000.00
1,000.00
600.00
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Nov. 1, 1927 (Cash receipts):
Dr.
Cash......................................................................... $1,000.00
Deferred commission...............................................
500.00
To Land contract................................................
Salesmen’s ledger...........................................
Nov. 1, 1927 (Cash disbursements):
Salesmen’s ledger.....................................................
500.00
To cash................................................................
Dec. 31, 1927 (Journal):
Land contract..........................................................
150.00
To Interest income..............................................
Dec. 31, 1927 (Closing entry):
Lot sales...................................................................
4,000.00
Interest income.......................................................
150.00
To Cost of sales...................................................
Commission....................................................
Profit and loss................................................
Dec. 31, 1927 (Closing entry):
Profit and loss.........................................................
2,550.00
To Unrealized profit............................................
Surplus...........................................................
Gross profit, 75%. Land-contract balance, $3,150.00
Jan. 31, 1928 (Cash disbursements):
Land contract..........................................................
250.00
To Cash...............................................................
Mar. 1, 1928 (Cash disbursements):
Land contract..........................................................
200.00
To Cash...............................................................
Mar. 1, 1928 (Journal):
Canceled sales...............................
4,000.00
Inventory................................................................
1,200.00
Deferred commissions.............................................
100.00
Unrealized profits....................................................
2,362.50
To Land contract................................................
Cost of canceled sales....................................
Profit and loss................................................

Cr.

$1,000.00
500.00

500.00
150.00

1,000.00
600.00
2,550.00
2,362.50
187.50

250.00

200.00

3,600.00
1,000.00
3,062.50

It will be seen that the effect of the 1928 transactions results in a
profit of $62.50, which, added to $187.50 transferred to surplus in
1927, results in a combined taxable profit of $250. This is ac
counted for in the balance-sheet by a net increase of $50 in cash
and $200 in lot values. The repossessed lot is best recorded by
being reinstated on the original ledger page with the result that
the one page will then show the complete history of the lot.
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